In recent years a new debate is emerging about market-based approaches to serve lowincome communities, opportunities in such markets and the role of multinational corporations. This paper aims at providing an overview of low-income markets thereby analyzing challenges that multinational corporations face in addressing such markets. Various examples of low-income market approaches are examined and different firm strategies regarding R&D, production and distribution in such markets have been illustrated and discussed. It is argued why specific strategies, many of them new to multinationals, are to be devised when it comes to serving low-income communities.
Introduction
There is an ongoing debate in the academic literature about the role and impact of multinational corporations in developing countries. Some of the views are very skeptical and consider multinationals activities in developing countries as a new way of exploitation (Porritt 2005:253) , while others view multinational corporations as giant engines of economic growth that can become the new wellsprings of prosperity to developing economies (e.g Prahalad, 2005; Hart, 2005) . Alongside these discussions we see an ongoing trend in which many multinational companies try to build a positive image by engaging in philanthropic and corporate social responsibility projects.
Recently, a new debate is emerging about market-based approaches to addressing low-income markets in developing countries and about the main motivations that drive these approaches. These approaches are diverse and can range from poverty alleviation to pure profit driven attempts. This chapter aims to provide an overview of low-income markets thereby analyzing challenges and opportunities that multinational corporations face in addressing such markets.
Higher-income markets, despite their smaller population in a global comparison to lowincome markets have, for a long time, been the most attractive marketplace for large corporations. Consequently a large part of the world population with lower income levels, has been ignored as an attractive market by both multinational corporations and large domestic companies. It is not the size of the market that made them relatively unattractive. The general lack of purchasing power from these markets and infrastructure issues were commonly considered as major problems that made it very unattractive for companies to invest heavily into these markets. Fact is, however, that more than two thirds of the world population resides in the lower-income tier of the 6 world economic pyramid (also known as the Base/Bottom of the Pyramid -BOP).
Despite the fact that the size of these markets is much larger than the markets at the top of the economic pyramid, there are still only very few products and services developed particularly to satisfy the needs of the users in the base of the pyramid.
It is widely argued that a large share of the world population, those who live in the lowincome communities of developing copuntries, are not adequately included in the global economy and have limited access to products, markets and opportunities to develop themselves (Prahalad, 2005; Hammond et al, 2007) . Similarly, their lack of resources discourages companies from providing the basic goods and services that would empower them and would improve their lives. Those who encourage market-based approaches argue that finding appropriate ways to satisfy the unmet needs of lowerincome communities can bring enhanced opportunities for these communities, in terms of access to better products as well as in terms of employment. On the other hand, businesses firms can benefit from the opportunities that have the potential to foster their long-term growth (UNDP, 2007; Rangan et al, 2007; Hammond et al. 2007; Prahalad, 2005; Hart, 2005; Grayson and Hodges,2004) .
Although the importance of international aid for serving unmet needs is not ruled out, aid and philanthropy approaches face some limitations in terms of scale and sustainability. Furthermore, donors and non-profit organizations are also seeking more effective approaches to their aid efforts and some look for alternative ways to help out underserved communities, for instance by joining forces with the private sector (see for example Brugmann and Prahalad, 2007) .
Because of the limited economic opportunities, so far low-income communities have often been unable to contribute to or benefit from growing market economies.
Furthermore, even when such opportunities do occur, the poor are generally unable to take advantage of these opportunities because they often lack good health, education and credit. If market-based approaches are going to contribute to their development and make a difference, there is a need for a deeper understanding about the characteristics of these communities and their dynamics.
What is in the Base of the Pyramid?
Recently the idea of market approach to address low-income communities (also known as Bottom / Base of the Pyramid) has gathered increased momentum, both in theory and practice. Early works (e.g. Hart and Milstein, 1999, Hart and Christensen, 2002; Prahalad and Hart, 2002, Hammond and Prahalad, 2004) have focused on articulating the strategic logic for pursuing business strategies aimed at low-income communities.
The phrase and concept of the "Bottom of the Pyramid" originates from the seminal work of Stuart Hart and C.K. Prahalad (2002:1) "The Fortune at the Bottom of the Pyramid" : "This is a time for multinational corporations to look at globalization strategies through a new lens of inclusive capitalism. For companies with the resources and persistence to compete at the bottom of the world economic pyramid, the prospective rewards include growth, profits, and incalculable contributions to humankind. Countries that still don't have the modern infrastructure or products to meet basic human needs are an ideal testing ground for developing 8 environmentally sustainable technologies and products for the entire world. "
In the base of the pyramid approach, the global population is divided into segments based on purchasing power parity (PPP) i ..There is still no consensus about the proper way to define base of the pyramid population. Different authors on low-income markets have articulated different PPP lines, depending on the way they define low-income and bottom of the income pyramid, Different PPP lines have been articulated in the academic literature ranging from $1500 -$3000 per annum to $1 -$2 per day (WRI, 2007; Prahalad, 2005; Prahalad and Hart, 2002) . This inconsistency in measuring the base of the income pyramid has received some criticism (Karnani, 2007 does not yet include those with extreme poverty, some use the label "the next billion"
rather than talking about he whole base of the pyramid. There seems to be growing consensus that the potential of serving the whole BOP community has not been fulfilled and that most attention of global corporations is on serving lower middle and upper low-9 income customers.
Market based approach to serving low-income communities
Markets are not the only solution to the problems of low-income communities, but market-based approaches have some benefits that, if properly addressed, have the potential to contribute to both human development and business growth (UNDP, 2007 • Leverage. Multinationals can serve as agents that transfer knowledge from one market to another and scale-up the solutions. Although practices and products have to be customized to serve local needs, Multinationals, with their global knowledge base, have an advantage that is not easily accessible to local entrepreneurs.
• Bridging. Multinationals can facilitate building the commercial infrastructure and providing access to knowledge and financial resources. They can act as catalysts to cooperate with NGOs, communities, local governments, entrepreneurs, and multilateral organizations in their attempts to bring development to underserved communities.
Because of the size and specific nature of the base of the pyramid, the scale and sustainability of the solutions seem to be of paramount importance in such a marketbased approach. A single sector approach, focusing on either government, aid agencies, non-profits or the private sector, is not likely to achieve the goal of serving the large scale of underserved communities alone. A partnership among various sectors seems therefore necessary to unlock and share the full potential. The private sector can potentially act as an integrator of the various sectors and can make a positive contribution in development by taking an orchestration role in development initiatives.
The strength of the private sector can potentially aid local entrepreneurs, firms, and communities in getting involved in innovation and investment, and help them to create jobs. The flows of income and the creative energy that they are able to generate may facilitate productive capacity and may provide a basis for mutual long-term development.
Opportunities in low-income markets
The opportunities associated with low-income markets are becoming gradually more apparent to firms (London and Hart, 2004) . The majority of the population in these markets is primarily in the large but informal economies that are not counted in official statistics. It has been estimated that the informal sector around the world includes more than $9 trillion in unregistered assets, This amount is close to the total value of all companies listed on the main stock exchanges of the 20 most developed (de Soto, 2000: 35) . In addition to assets, the value of economic transactions in the informal markets might be even higher than what is recorded in the formal economic sectors in developing countries (Henderson, 1999) . It is also argued that by getting engaged in BOP markets, multinationals can learn about important capabilities, practices and innovations that they might transfer to their higher-income markets (Christensen and Hart, 2002; Christensen et al, 2006) .
The report by the World Resources Institute (2007) These low-income markets have different levels of sophistication and risk. Some regions might face more challenges than others and those in the very bottom of the pyramid with extreme poverty might not directly benefit from the solutions offered to other low-income communities. Still, the aggregate market potential is higher than what can be expected from advanced markets of multinational corporations.
Multinationals' activities in developing countries
Private sector firms are continually searching for new business opportunities. (Hart and Christensen, 2002) . Consequently, many firms try to broaden their opportunities by seeking new markets to increase revenues and to find new sources of supply to reduce costs. This has led to a greater attention to the markets in developing countries that are further down the economic pyramid (Dawar and Chattopadhyay, 2002; Prahalad and Lieberthal, 1998) . Although these initiatives are aimed to serve the lower-income communities, they are different from corporate social responsibility and philanthropic activities of multinational in the developing world and are expected to translate into economic returns for the company.
From a historical perspective, operations of multinational corporations have, at times, faced hostility and resentment in developing countries. This is partly rooted in colonial domination times and clashes with the host countries' national interests (Caves, 2007:253) . However, this hostility which was dominant during 70s has largely faded and an increasing number of countries in the developing world are actively encouraging foreign direct investment. Foreign direct investment through multinational corporations, has emerged in the last decade as the main source of foreign capital for developing countries (Ramamurti, 2004) .
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Typically the operations of multinationals in developing countries fall into three main categories: export of natural resources, export of manufactured goods and serving the domestic market of the country (Caves, 2007:254) . Although the first two categories have a longer history, the idea of serving local markets of developing countries has got onto steam during the 90s. Many multinationals rushed in to the large developing countries, often referred to as emerging markets, over the past decade, eagerly trying to fill the demands of the (potential) billions of new consumers. But in fact, the companies only addressed a tiny share of high income consumers in emerging markets who have global preferences and purchasing power similar to advanced markets. It was shown that it did not suffice to take on a global approach to developing markets. Recently, some companies are beginning to realize that they must delve deeper into the local consumer base in order to deliver on the promise of tapping into billion-consumer markets. But this calls for a shift in emphasis from fitting the available products and practices to a new approach that acknowledges the realities of the low-income communities. Products and programs transplanted from advanced markets to emerging markets only appeal to the affluent elite, which in emerging markets are no more than five per cent of the population (Dawar and Chattopadhyay, 2002) .
It is argued that one of the reasons why so-called pro-poor innovations, formerly known as appropriate technologies, did not manage to diffuse in underserved communities is associated with the so-called scalability issue. Non-profit organizations that usually promote such innovations do not have the required resources to scale-up their solutions.
In view of the lack of a mass-market the prospects of economies of scale would not yield enough profit to attract business actors. It was increasingly realized that delving 14 deeper into the consumer base to establish mass-market positions would be the way to create the economies of scale necessary to justify production for low-income markets.
This requires a specific understanding of the distinct conditions of low-income markets which are significantly different from mainstream markets of multinational corporations.
Understanding low-income market characteristics
The first step in addressing low-income markets in the developing world is understanding existing markets and their associated challenges and opportunities. In this section we explain the most important characteristics of low-income markets and provide examples where companies have tried to overcome the limitations of such markets.
Low disposable income
The most eminent characteristic of the communities at the base of the pyramid is their lower level of disposable income. This issue has other consequences which further complicate the use of mainstream business models of Multinationals in such a context.
The problem of low disposable income manifests itself in two main ways (1) low purchasing power and (2) lack of access to credit.
The majority of the low-income communities have fluctuating daily rather than constant monthly income, which makes it difficult for them to have high one-off payments to buy goods and services. In higher-income regions consumers have the choice of getting access to credit and to buy expensive items. Banks however, usually don't provide such credits to those who don't have a constant monthly income. As a result in many lowincome countries people have to pay very high interests to the informal money lenders to overcome the credibility problem.
Often low-income communities even have to pay a higher price for many of their basic goods and services -a phenomenon called poverty penalty. High-income consumers spend a much smaller percentage of their resources on the basic necessities of life, leaving them enough money to purchase life enhancing items. While in most lowincome markets at least 50% of the income is spent just on food.
Individuals' limited access to or use of formal banking services pervades many emerging markets. In China and India, for instance, just one-third of the population has access to the formal banking sector. Recently however, some microfinance institutions have made initiatives in overcoming such a financial exclusion. Some non-financial industries are also employing specific business models to adapt to the conditions of lowincome markets (see box 1).
Box 1. Overcoming the low purchasing power barrier Casas Bahia, a retail chain in Brazil, tried to target low-income market in Brazil by overcoming the credit problem in such markets. 70 percent of its customers don't have a formal or consistent income .By providing a passbook scheme Casas Bahia enabled those without formal financial credit to make small installment payments for the goods.
The salespeople also educated consumers to buy according to their budget. They benefited from addressing a large customer base while the low-income communities got the chance to buy appliances that they could not afford buying without having credit.
Source: (Prahalad, 2005) Low-purchasing power is a well known issue in developing studies. Since the purchasing power is far less than the top of the pyramid market, price reduction strategies that are common in high income markets and serve as a promotion strategy might not fit low-income markets.
Some companies have actively used innovative business models to overcome the price issue. A Model based on shared access is one of the most well-known models. Instead of charging the individual user for a good or service, these models provide the option of sharing the cost among the user community. For instance, instead of charging individual household for water services, Manila Water Company provides local communities the option of having collective installation for 3-4 households or a bulk of 40-50. This allows low-income communities to use water service while sharing costs among themselves to make it affordable for all.
Furthermore, low purchasing power customers may expect different functions from a product than the traditional high purchasing power customers. It is therefore important to identify the required functionalities instead of focusing on the product. For example, Unilever in India realized that in rural areas soaps are also used for washing hair, so they tried to make a body soap that contained healthy ingredients for the hair as well.
Their 2 in 1 soap subsequently gained a large market share in rural areas. In another case, a Chinese appliance manufacturer, assigned a dedicated R&D team to understand the expectations of the rural user and accommodate them in their product(see box 2).
Box 2. Understanding and accommodating expected functions
Dispersed locations
Compared to the tip of the pyramid, the base of the pyramid represents a more diverse cultural variety and geography. In the majority of low-income markets, the availability of logistics infrastructure can not be taken for granted. That makes delivery, distribution and service of the product more difficult. In addition, limited access to media makes common ways of media advertisement less effective.
In order to access and educate consumers at low-income markets, a variety of approaches are needed: from simple method of billboards on walls and truck-mounted demonstrations to the use of local communities for spreading the word as way of mouth to mouth advertising (see box 3).
In the mid 1990s Haier Group, a leading home appliance manufacturer in China, found out that many rural consumers used their washing machines not only to launder clothes, but also to do other tasks such as washing vegetables. Haier dedicated an R&D team to incorporate this matter. They modified that product by installing wider pipes that would not clog with vegetable peels. They also added instructions on the modified washers, with easy to understand directions on how to clean potatoes and other vegetables using the machine. They continued getting feedback from observing their rural customers and developed a modified washing machine to make cheese from milk. Strategies like these increased the acceptability of washing machines and helped Haier to gain a high market share in the competitive market of home appliances Source : (Paine, 1998) .
Box 3. Marketing in remote locations
Currently there are more than 3 billion mobile phone users and obviously not all of them are rich. It is interesting to see how mobile usage has diffused among the rural communities and to see how new technologies can help people who could not utilize an older technology (i.e fixed line telephones) leapfrog and use a more sophisticated device which offers more value. In addition the use of mobile phone to offer services to becoming common in some low-income countries and businesses based on mobile are becoming wide spread.
Lower skill/ knowledge
It is generally known that higher user-friendliness of a product leads to higher acceptance rates of that product. There have been many cases where a new product that has been widely acclaimed by its producers has failed to diffuse in the market because consumers find the product very complicated to use. Sometimes engineers in R&D departments get too much involved in the technical aspects that they tend to undermine the usability aspects. It is important to take into account the context in which the product is going to be used. Although this is not unique to a certain type of market, it
Realizing the limitations of traditional marketing methods in low-income markets, Smart, a mobile company in Philippines, promoted kind of a viral marketing by using local entrepreneurs. It proved as an effective marketing way that popularized Smart's service and raised awareness about the service in a social way through friends, family and members of the entrepreneurs' local community. In addition, the entrepreneurs adopted the advertising method to the local conditions by putting advertising stickers on the local transportation means such as carts Source: (Anderson and Billou, 2007) .
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seems to have vital implications in the base of the pyramid.
A considerable share of low-income population is illiterate , almost one fifth of adults around the world are functionally illiterate. In addition, they have less experience working with technology-intensive products or devices that require some level of prior skill or knowledge to operate. Hence it is important to redesign the user interface and product functions to make it acceptable and easy to use for those who lack the skill or knowledge to use the product. To serve such customers, some companies are working on simplified interfaces where minimum prior knowledge is required to use and operate the device. Using speech controlled devices that sends and receives voice commands is another approach suitable for certain types of products and services.
Educating the end-user is another way to overcome the problem. In lack of traditional channels for educating users, some companies have teamed up with Non government organizations(NGO) and local groups to do this task. For instance, CEMEX, a leading global building solutions company based in Mexico, offered not only affordable housing solutions through tailored business models, but also established a local network of trusted distributors to provide quality material and education on how to build house.
Others, like Nokia have created a consumer education program in low-income markets (see box 4).
Box 4. Educating users and overcoming lack of awareness
Other challenges of low-income markets
In addition to the above mentioned issues, low-income markets have other characteristics that challenge the business practices developed in advanced markets. In addition to such corporate challenges, many countries in low-income markets face political instability, volatile exchange rates, and an underdeveloped physical infrastructure that makes business even more difficult.
Much of the physical infrastructure conditions that are taken for granted in advanced markets are not available or is rather weak in low-income markets. Fluctuating electricity, and hostile environment (e.g. heat, moisture etc) require specific changes in product design, especially considering the fact that access to repair facilities is more 
The impact of low-income market characteristics on multinationals' strategy
When entering new markets, companies have to leverage their resources and develop certain capabilities to be able to operate in the new environment. As we explained in the previous section, low-income markets have specific features which most of the multinational companies are unfamiliar with. Table 1 summarizes the main characteristics of low-income markets and the way in which core activities of multinationals in terms of R&D, production and distribution/promotion have to be adapted to meet the challenges of those specific markets.
As to overcome the problem of low-purchasing power, some companies have put more 22 attention on the improvement of the price-performance ratio and have started to focus on functionality in terms of offering a product that simply does the job without extra bells and whistles. In terms of production, considering the abundance of labor in lowincome markets, creating conditions for employing local labor in production can rise their income (i.e consumption power) while reducing the unit costs. For products like consumer goods, the low disposable income has been tackled by offering smaller packages of the good, while in terms of promoting the product, some companies have embedded financial services in their product offering to overcome the credit problem of these markets. To facilitate R&D for dispersed locations, some companies have identified local entrepreneurs that act as local researcher with a better sense of local conditions. Setting up production units or partnering with local producers has been another solution to scale up operations. And since the main challenge in terms of distribution is the fact that often distribution channels are not available, a solution has been found in identifying and using local options and in some cases by setting up a dedicated distribution network.
Effect of low-income markets' characteristic on
Furthermore a number of companies have started to work with local communities or non governmental organization (NGO).
In order to make the product acceptable and usable for the large number of less skilled customers in low-income markets, research has taken place by some companies to identify the solutions that communities already have developed on their own based on their culture, believes and endogenous knowledge. Instead of pushing a new proprietary product into the market, such locally-based approaches help to design a product with which consumers are familiar. It makes it easier for consumers to adapt when they make the shift to use the product. Since lack of education is another issue in such markets, some firms have tried to use specific user interfaces for their products and services that acknowledges this fact. Instead of using usual advertisement and marketing methods, some companies set up teams that go into the communities and offer education and awareness about the benefits and use of the products. However, the effectiveness and appropriate ways for such awareness programs needs to be studied further.
In most cases, companies are engaged in activities that they have not done before, something that is quite different from their conventional business models in mainstream markets. By using creative solutions they have tried to respond to the limitations of lowincome markets and turn the challenges to opportunities. It is interesting to see how companies try to understand the requirements and needs of this different context . In most of the solutions, multinationals have engaged in new partnerships, for example with local producers, suppliers and also NGOs.
Conclusion and implications
There is an ongoing debate in the academic literature and practice about the specific role of companies in low-income markets. An increasing body of so-called BOP literature argues that once companies figure out how to serve low-income consumers in developing countries profitably, everyone might benefit: the underserved communities gain access to products and services that the private sector is best positioned to deliver, while companies benefit from tapping into vast new markets. On top of that, when core sectors of the economy-such as banking, electricity, telecommunications -progress, they might transform consumers into producers, thereby enhancing economic development (Beshouri 2006) .
But there seems to be a long road ahead to eventually reach this goal. Multinational corporations have a long history of dramatic failures in low-income markets. Practicing business "as usual" in low-income markets has proven to be a recipe for failure. In this chapter we therefore argue that corporate strategies need to be redefined when it comes to addressing low-income markets. Various limitations and constraints of low-income markets require firms to think of creative new ways in order to benefit from the so-far 25 untapped high-growth markets. A new approach is needed in which social embeddings and understanding the local context are key to offering what might be called "appropriate innovation".
Creating new partnerships and networks for serving low-income markets is another piece of puzzle. Many companies are pursuing ways to increase social impact in their profit-making business mandates (Brugmann and Prahalad, 2007) . Some nongovernmental organizations (NGO), on the other hand, are joining forces with the private sector to foster socioeconomic development. The intention is to share competencies, networks, infrastructure and know-how required to operate in lowincome markets. Such partnerships are new for both sides and hence both sides face difficulties in adapting to it. Capacity for partnerships with many different stakeholders (government, NGOs, social organizations, banks, etc), with diverse ways-of-working and interests is a challenging task that has yet to be addressed.
Overall we can argue that low-income markets provide companies with many new business opportunities. However, the specific characteristics of these markets increasingly challenge the existing practices of multinational corporations. Successful companies have therefore embraced a completely new way of organizing for lowincome markets based on embracing local practices, local innovation, local distribution systems and local production/sales systems. In order to access these local resources, collaboration with both the local community as well as with NGOs seems to be crucial for corporate success and BOP development.
